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Abstract

Microfinance is a means of the struggle against poverty in developing countries like Cameroon through
financing activities that generate incomes for poor households. The issue regarding the best way to provide
financial services to the poor has fuelled intensive debates between two different schools of thought:
Institutionalists and Welfarists. This debate faces two requirements of microfinance: Targeting the poorest
among the poor (social performance) and enhancing the profitability of the institution (financial
performance). The main objective of this paper is to asses if there is mutuality between Social
Performance(SP) and Financial Performance(FP) or there is trade-off between Social Performance and
Financial Performance of Microfinance Institutions. To attain our objectives, the methodology used was
that based on the estimation of panel data for the retained model for the period of 2016-2019. Secondary
source was used to collect data from 37 MFIs affiliated to MC? and analysed using a computerized data
analysis package known as SPSS 11.0 and the following results were obtained: the findings shows that
there exist a relationship between social performance and financial performance when certain variable like
return to equity at 10% is considered which is in conformity with Joseph Nzongand and al.(2013)
findings and when the engagement in favour of the related committed is consider as a variable, the finding
shows that there is no relationship between SP and FP neither at 1% or 5% nor 10% which ties with the
findings of Djamaman Brice Gaétan (2012). After our findings, some recommendation were made of
which include; information concerning the number of women who are in real terms borrowers could be
treated as an important aspect so as to provide a solid information background for research such as ours,
then further study in such work will be more grounded.

Keywords: Financial performance, microfinance institutions, social performance, institutionalists and
welfarists

l. Introduction and Justification of The Research

The term micro-credit was first coined in the 1970s to indicate the provision of loans to the poor to establish
income-generating projects, while the term microfinance has come to be used since the late 1990s to indicate
the so-called second revolution in credit theory and policy that are customer-centered rather than product-
centered (Elahi and Rahman 2006:477). But the terms micro-credit and microfinance tend to be used
interchangeably to indicate the range of financial services offered specifically to poor, low-income
households and micro-enterprises (CGAP website 2010; Brau and Woller 2004:3). Microfinance principally
encompasses micro-credit, micro-savings, and micro-insurance and money transfers for the poor'.
Microcredit, which is part of microfinance, is the practice of delivering small, collateral-free loans to usually
unsalaried borrowers or members of cooperatives who otherwise cannot get access to credit (CGAP website

1 Of late, housing finance for the poor, micro-leasing, micro franchising and other financial services for the
poor have been added to the broad grouping of microfinances.
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2010; Hossain 2002:79). And while non-financial services such as education, vocational training and
technical assistance might be crucial to improve the impact of microfinance services, they are not the focus
of this review. Like anyone else, poor people need an array of financial services to help them deal with a
range of short to long term consumption needs and the ups and downs of income and expenses, to make use
of opportunities, and to cope with vulnerabilities and emergencies.

In microfinance, performance has long been associated with financial outcomes. The measures of financial
performance have been tested, revised, refined, and largely standardized across the industry. Yet, such
progress in measurement, though considerable, tells only half of the performance story in microfinance. As a
social enterprise, an MFI must achieve both the goals—social as well as financial performance. Different
MFIs may articulate slightly different social goals or mission statements. However, there is a general
agreement that social goals in microfinance generally include serving poor people, serving people otherwise
excluded from formal financial services, providing appropriate financial services, contributing to
employment, contributing to poverty reduction. Thus, there is an increasing attention among MFIs to meet
both financial and social goals, thereby managing a double bottom line.

In Cameroon, studies conducted on MFIs efficiency are rare. Monkam et al (2001), shown through the
financial ratios that, MFIs are viable even the cost of money is expensive. However, Monkam’s study is
focus on financial aspect to the detriment of social objectives. Likewise, Djeuda & Heidhues (2005) have
done the growth stimulations of Cameroonian Mutual Growth by using Cobb - Douglas production function
in the cost behaviour analysis. But their study is just based on financial performance and tells us nothing
about the social performance which both are very importance for the measurement of performance of
microfinance institutions.

After reviewing the different opinions of the researchers and the performance indicators given by different
world class agencies on measuring the performance of microfinance institutions, the need was felt to
develop more comprehensive view on how to measure the performance of microfinance institutions with a
case study of 37 Microfinance Institutions in Cameroon affiliated to MC?. The following questions were of
importance to this research:

«» Is there mutuality between social performance and financial performance?
¢ Is there a trade-off between social performance and financial performance?
% Does Good financial performance enables the firm to allocate some margin to social issues?
« Are Financially powerful companies the worse in terms of Social Performance?

In order to answer the above mentioned questions, the following hypothesis has been formulated in this

paper:
« H1: «There is mutuality between social performance and financial performance of MFIs»(positive
link)

« H2: «There is trade-off between social performance and financial performance of MFIs». (negative
link)

« H3: «Good financial performance enables the firm to allocate some margin to social issues»
(positive link).

% H4: «Financially powerful companies are the worse in terms of SP because of their leaders’ greed,
who do not share the margin» (negative link)

This Paper will be organized as follows; 1: Introduction and justification of the research, 2: Literature
Review, 3: Research Method And Methodology, 4: Data Analysis and Discussion of Findings and
5:Conclusion And Policy Implications.
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I1. Literature Review

1.1 The Concept Of Mission Drift

At the heart of the debate, the question arises whether a trade-off between the financial sustainability and
the outreach to the poorest microfinance clients by MFIs exists. The occurrence of a trade-off between the
financial and social performance of MFIs is captured by the concept of mission drift.

Armendariz & Szafarz (2009, p. 2) defined mission drift as «a phenomenon whereby an MFI increases its
average loan size by reaching out wealthier clients neither for progressive lending nor for cross-
subsidization reasons». In other words, an increase in average loan sizes may result from progressive
lending, whereby microfinance clients reach out to higher credit ceiling based on their performance and
demand. Also, average loan sizes may be higher resulting from cross-subsidization. Cross-subsidization
means that a MFI reaches out to the wealthier unbanked, using larger average loan sizes, in order to finance
a larger pool of the poorest unbanked, using small average loan sizes. Instead, the authors argue that mission
drift occurs because MFIs find it more profitable to reach out to wealthier clients while crowding out poorer
clients. In addition, the authors add that mission drift can only occur when MFIs announced mission is not
aligned with the MFIs maximization objective.

Cull et al., (2007, p. 23) underlined that mission drift occurs when MFI show «a shift in the composition of
new clients, or a reorientation from poorer to wealthier clients among existing clients».Mersland & Strem
(2009, p. 3) reported that «if mission drift occurs, the MFIs outreach to poor customers, its depth of outreach
(Schreiner, 2002), is weakened». In practice, the average loan size is the most common used proxy for
measuring the depth of outreach®. Alternatively, the authors argue that increasing the depth of outreach
implies increasing the outreach to women clients. Also, the authors argue that switching from the group-
based lending methodology to the individual lending methodology can be an indication for the occurrence of
mission drift.

11.2 The Debate Between The Institutionalists And Welfarists

The growing emphasis on the financial sustainability and efficiency of MFIs is believed to reduce the scope
for the social objectives and outreach to microfinance clients. Consequently, a debate on the assessment of
the performance of MFIs has emerged between the Institutionalists and Welfarists®,

In 2009, Gutiérrez-Nieto et al. claimed that the institutionalists appear to have the upper hand in the debate.
In general, «each position differs in their views: (1) on how microfinance services should be delivered
(NGO versus commercial banks), (2) on the technology that should be used (a minimalist approach versus
an integrated service approach), and (3) on how their performance should be assessed» (Olivares Polanco,
2004, p. 3).

Institutionalists believe that the performance of a MFI should be assessed in terms of the institution's success
in reaching a financially self-sustainable position. According to Rhyne (1998, p. 7), «the sustainability group
argues that any future which continues dependence on donor and governments is a future in which few
microfinance clients will be reached». According to Hermes et al. (2007), the commercialization of MFlIs is
believed to ensure the growing amount of commercial funding, ensuring and enhancing the future outreach
to new microfinance clients around the world. Also, Rhyne (1998) and Olivares-Polanco (2004) reported
that the Institutionalists' approach combines financial sustainability with (breath of) outreach objectives.
Institutionalists aim to provide access to financial services to the full spectrum of low-income people living
around the world. Nonetheless, Schreiner (2002) recognized that the self-sufficiency approach is believed to
target less poor clients.

? Schreiner (2002), Cull, Demirgug-Kunt & Morduch (2007), and Mersland & Strgm (2009).

% Yaron (1994), Morduch (2000), Schreiner (2002), Olivares-Polanco (2004), Hermes, Lensink & Meesters
(2007), and Gutierrez-Nieto, Serrano-Cinca & Mar Molinero (2009).
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Welfarists believe that the performance of a MFI should be assessed by determining whether the institution
is successful in reaching its poverty alleviating objectives. Olivares-Polanco (2004) stressed that a key
advantage of the Welfarists' approach is the opportunity to gain a direct insight in the poverty alleviating
potential of microfinance. Olivares-Polanco (2004, p. 6) reported that «the methods used by the Welfarists
assesses the impact of the programme on their clients, by measuring changes in dependent variables such as
the level of income, the level of production, sales, assets or the general wellbeing of the clients». According
to Schreiner (2002), the Welfarists ‘s approach is expected to target the very poor clients, compared to the
less poor clients targeted by the Institutionalists» approach.

Alternatively, some are advocating the win-win proposition of microfinance. For example, Yaron (1994)
proposed a framework combining the assessment of the financial self-sufficiency and outreach of MFls. On
the one hand, the author argues that state support and donations are a fundamental source of resources for
newly established MFIs initially facing a negative cash flow. On the other hand, the author argues that
the mobilization of savings is fundamental in the support of the expansion of more mature MFls, allowing
for less government support and donations. Also, «one key to success appears to be the introduction of a
social mechanism that lowers transaction costs, while supplying effective peer pressure for screening loan
applications and collecting loans», according to Yaron (1994, p. 68).

In addition, Morduch (2000, p. 617) states that for the win-win proposition «a key tenet is that poor
households demand access to credit, not cheap credit». The author identifies a number of assumptions
underlying the win-win proposition. First, raising the costs of financial services will not negatively affect the
demand of microfinance. Second, financially sustainable MFIs can achieve a greater scale and outreach than
subsidized MFIs. Third, subsidies reduce the scope for savings mobilization. Fourth, financial sustainability
is critical for the access of MFIs to commercial financial markets. Fifth, «microfinance has been and should
continue to be a movement with minimal governmental involvement» (Morduch, 2000, p. 624).

I11. Research Method And Methodology

111.1 Scope and Area of Study

The dataset contains general information, financial performance data, social performance from 37 MFIs
affiliated to Mutelles Communautaires de Croissance (or MC?). All the observations are from the year 2016-
2019. Let us mention that the sample was drawn from the population of Cameroon MFIs which is about 488
microfinances from which we limited ourselves to those affiliated to MC? which we had access to
information of 37 MFIs affiliated to MC?. Data were collected from secondary sources (balance sheet, trial
balance, income and expenses statement, prudential ratios status document as prepared and validated by the
Board of Directors of MCZ The choice of Mutelles Communautaires de Croissance (or MC2) was motivated
by the fact that MFIs affiliated to this network are mostly found in rural areas than urban areas and given the
fact that most of the poor population are found in the rural areas, we will be able to get a better picture when
analyzing the social performance and financial performance of MFlIs.

111.2 Methods of Data Analysis

To attain our objectives of this study, the methodology we are going to adopt will be that based on the
estimation of panel data for the retained model. As compared to a transversal study, this estimation by panel
permits to better analyse the heterogeneity among enterprises. The estimation by panel data reduces the error
margin of estimation and multi co linearity, and also permits for a better description of the complexity of the
behaviour of each of the studied individuals. It takes into consideration, at least two dimensions: in space
and in time. The regression model used is in function of panel characteristics. According to Saunder et al
(2007), every statistics to describe a data usually summarizes the information in the data by disclosing the
average indicators of the variables used in the study. Also, Pie charts, tables, bar graphs, were used for the
purpose of analysing the descriptive findings of the study. Data collected from the secondary source was
compiled, sorted, edited, classified, coded and analysed using a computerised data analysis package known
as SPSS 11.0.
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111.3 Choice Of Variables

111.3.1 Selection Of The Financial Performance Indicators

The key indicators of financial performance used in this study are mainly measured by return on assets,
return on capital and operational self-sufficiency. The selection of the financial performance indicators
corresponds to the selection of indicators considered by the rating agency Micro Rate in its investment
decision-making process. The chosen variables for the FP are as follows;

financial revenue

A. Operational Self-Sufficiency (OSS): =

financial+operating expenses

income after tax (Net income)

B. Return On Equity (ROE): =

starting(or period—avarege)equity

income after tax(net income)

C. Return On Asset (ROA): =

starting(or period avarege) asset

111.3.2 Selection Of The Social Performance Indicators

The indictors are selected to favor readily available information. Given the fact that the access to data in
our environment was very difficult, we shall use just three aspect of this dimension which includes; the
depth of outreach; the length of outreach and lastly the ratio of the engagement in favour of related
commitment.

gross loanportfolio
number of loans outstanding

A. Average Outstanding Loan Size:(AOLZ) =

Impairment loss allowance
portfolio at ris>30days

B. Risk Coverage Ratio (RCR):=

C. Engagement In Favour Of Related Commitment (EFRC):

This ratio indicates the degree of commitment of micro finance with its target population. Engagement in
favour of related Commitment is a prudential ratio used as an indicator of social performance. This ratio was
defined in the survey conducted by the Ministry of Finance (MINFI) near the Microfinance Institutions.
Indeed, the aforesaid investigation culminates in the setting-up of a report which follows by the assessment
of Cameroon MFI, carried out within the framework of the implementation of the Microfinance Activity
Evaluation and Supervision System (SESAME). This implementation was carried out from March to
September 2011.this ratio will be taken as already calculated by the micro finances.

111.3.3 Selection Of The Control Variables

For reasons of robustness, three control variables are used in the regression explaining the performance
(both social and financial) of MFIs, namely: Portfolio to asset, Asset tangibility and and Hedge Loans by
Available Resources(liquidity ratio) Those indicators have been chosen with reference to the research
environment.

_ Gross loan portfolio

A. Portfolio To Asset (PTA): =

total asset

Cash+trade investment
demand deposits+short term time
deposits+short term borrowing+
interest payable on fundings liabilities
+accounts payable and other short term liabilities

B. Liquidity Ratio (LR):=

Net Fixed Asset
Total Asset

C. Asset Tangebility(AT)=

111.3.4 Selection Of The Dependent And Independent Variables

According to relevant domestic and overseas researches and the specific situation of MFIs in Cameroon,
General multiple regression models are used to analyse the explanatory function of the control variables and
independent variables. The selected financial and social performance indicators are first used as the
dependent variables and independent variable respectively for testing hypothesis 1 and 2 whereas social
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performance is considered as the dependent variable financial performance and control variables are used as
independent variables in testing hypothesis 3 and 4. It is important to notice that even the control variables
are considered as independent variables in the financial and social performance regression.

IV.6- The Research Model
IV.6.1- Regression Approach

It is important to underline that, our research focuses on the study of the link between social and financial
performance. In fact the repetitive verb in our dissertation is «to link».This verb implies that we are studying
the correlation among the variables which characterizes each indicator.

Regression analysis is used to determine the link between financial performance and social performance of
micro financial institutions. Regression analysis is a statistical technique which is used to determine the
value relation between the dependent variable and the independent variable. For this quantitative analysis,
panel regression was used. Panel data was developed and used for this study as it increases the efficiency by
combining time series and cross sectional data. Panel data involves the pooling observations on a cross
section of units over several time periods. Further more, panel data facilitates identification of effects that
cannot be detected using purely cross sectional or time series data. A longitudinal or panel data is one that
follows a given sample of individuals over time and thus provides multiple observations on each individual
of the sample (Hsiao, 2003). The main advantage of panel data is that it allows for the control of omitted
(unobserved or mismeasured) variables.

I1V.6.1.1 Specification Of The Model

It is important for us to note that, the fact that there are a number of factors may impact the performance of a
firm (profitability), hence the need for controlled variables. Thus the general model for this study as is
mostly found in the existing literature is represented by:

Yit= B0+ Bleit+ BZXZit Ll T SN (1)
Where:

X/
°

Yit is the explained variable;

Bo is constant or intercept;

Xiit 1S the explanatory variable;

Xoit Is the matrix of the controlled variable;

Bi and B, are the coefficients of the explanatory and controllable variables, respectively;
» ¢ is the error term. It has zero means, constant variance and non-autocorrelated.

DS

o
%* 0%

X3

%

X/
°

D3

The following model has been specified to study the link between financial and social performance of
MFIs affiliated to MC? in Cameroon. This involves a combination of the dependent variable, the
independent variable and the control variables. This model was adapted from that used by Osuji and Odita
(2012) and Awunyo-victor and Badu (2012). The model is therefore specified as follows:

Financial regression model

% ROA = Bo+ BLAOLZ; + B2RCRit+ BsEFRCit + BPTOx + BsLRit + BoATit+ Eiterrrrvrrrrrrerrrrrrr @
% ROE == Bot+ BlAOLZit + BQRCR“ + BgEFRCit + B4PTOit + BsLRit + BeATit T €it eovvvvvveeeeeeeeee(3)
o OSS= = B+ B1AOLZ; + B2RCRji + B3sEFRCit + B4PTO; + PsLRj: + BsATit + g ---------------------- (4)

Social regression model

% AOLZ= Bo+ PiROA + B,ROE; + BsOSSi + PsPTA + BsLRic + BeATit+ gjg=-m-nmmrnmmrmmmemmenev (5)
% RCR= Bo+ BROA + BoROEj + PsOSSi + BaPTA + PsLRi; + PeATi + it ~---mvnm--- ——-(6)
% EFRC= Bo+ BiROA + BoROE; + PsOSSi + BaPTA + PsLRit + PeATit + it @
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IV. Data Analysis And Discussion
IV.1 Presentation Of Result
1V.1.1 Financial regression

TABLE 1: The 1st model : roa = f(aloz, rcr, erfc, pta, Ir, at)

. Xtreg roa aolz rcr efrc pto 1r at, fe vce(robust)

Fixed-effects (wjthin) regression Number of obs 147

Group variable: i Number of groups 37
R-sq: within = 0.0390 Obs per group: min = 3
between = 0.0052 avg = 4.0
overall = 0.0112 max = 4
F(6,36) = 90.47

corrCu_i, Xb) = -0.1900 Prob > F = 0.0000

(std. Err. adjusted for 37 clusters in i)

Robust
roa Coef. sStd. Err. t P>|t]| [95% Cconf. Interval]
aolz -.001261 .0020664 -0.61 0.546 -.0054519 .0029298
rcr -.0500352 .0365953 -1.37 0.180 -.1242538 .0241835
efrc .0018162 .0023786 0.76 0.450 -.0030078 .0066402
pto -.0175573 .0659377 -0.27 0.792 -.1512852 .1161706
Tr -.0007849 .0000401 -19.56 0.000 -.0008662 -.0007035
at -.0292751 .2320712 -0.13 0.900 -.4999372 .4413871
_cons .6367995 2.375193 0.27 0.790 -4.180316 5.453915
sigma_u 10.689442
sigma_e 18.289172
rho .25462317 (fraction of variance due to u_i)

Source: Computed by the author

From table 1, it shows that the model consist of regressing a financial indicator that is the return of
asset(ROA), and the other control variable to using STATA to find out if the relationship between these
variables are significant. In this model, we started by running the linear regression test were we came out
with three tables that is the fixed effects, the between regression and the random effect, but what is of most
important here are the fixed effects and the random effects, here we obtained the following p-values for
fe=0.6497 and re=.06049 but to know which model we are to maintain, we need to carry out the Hausman
test in which If the P-value is greater than the alpha chosen (P-value > o), we use the random effects model
which is efficient if there is no correlation between the errors terms and the explanatory variables.
Consequently, if the P-value < a, we use the fixe effects model.

In the present case, the P-value = 0.1964 greater than 0.01; 0.05 and 0.1. Therefore we are supposed to use
the random effects model, but this is just a partial conclusion for we need first of all to carry out the
heteroskedasticity test to know exactly what type of model we should use.

e In order to carry out the heteroskedasticity test we use the Breush-Pegan test. In this test if the F
calculated is greater than the F read, we reject the null hypothesis and the null hypothesis is stated
as follows: Hy: Homoskedasticity

e Or if the P-value is less than the alpha chosen (P-value < o), we reject the null hypothesis.

In the present case, P-value = 0.0000 < a and, we therefore reject the null hypothesis of Homoskedasticity.
There is the problem of heteroskedasticity. There exists two methods of correction of the said problem.
Either we use the GLS (random effects model) or we use the OLS (fixe effects model) but we correct the
standard deviations through the method of Eicker-White which consists in adding the “’robust’’ option when
carrying out the regression. This last method has as inconvenient the fact that it reduces the power of the
tests. Running this test we obtained the following result: the p-value of Re=0.6049 and Fe =0.0000 being
the reason while we retained the fixed- effects model to analyze our work .

Table 2: The 2nd model : roe = f(aloz, rcr, erfc, pta, Ir, at)
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. Xtreg roe aolz rcr efrc pto 1r at, fe vce(robust)

Fixed-effects (within) regression Number of obs = 147
Group variable: i Number of groups = 37
R-sq: within = 0.0085 Obs per group: min = 3
between = 0.0061 avg = 4.0
overall = 0.0000 max = 4
F(6,36) = 1.53

corrCu_i, Xb) = -0.1614 Prob > F = 0.1973

(std. Err. adjusted for 37 clusters in i)

Robust
roe Coef. std. Err. t P>|t] [95% Cconf. Intervall
aolz -.0139401 .008249 -1.69 0.100 -.0306699 .0027896
rcr .0124335 .2779468 0.04 0.965 -.5512688 .5761357
efrc .0245336 .0454478 0.54 0.593 -.0676389 .1167061
pto .2014636 .9931536 0.20 0.840 -1.812745 2.215673
1r -.0001144 .0011251 -0.10 0.920 -.0023962 .0021674
at 3.453688 4.844651 0.71 0.481 -6.371719 13.27909
_cons -115.4336 75.72304 -1.52 0.136 -269.0071 38.13981
sigma_u 335.87291
sigma_e 464.30067
rho .3435308 (fraction of variance due to u_i)

Source: Computed by the author

In Table 2, we are estimating the second financial indicator with the social and control variables using
STATA to find out if there any significant relationship between these two.

In this model, we started by running the linear regression test were we came out with three tables that is the
fixed effects, the between regression and the random effect, but what is of most important here are the fixed
effects and the random effects, here we obtained the following values: Fe=0.9891 and Re=0.9984 but to
know which model we are to maintain, we need to Hausman test in which If the P-value is greater than the
alpha chosen (P-value > a), we use the random effects model which is efficient if there is no correlation
between the errors terms and the explanatory variables. Consequently, if the P-value < a, we use the fixe
effects model.

In the present case, the P-value = 0.9874 greater than 0.01; 0.05 and 0.1. Therefore we are supposed to use
the random effects model, but this is just a partial conclusion for we need first of all to carry out the
heteroskedasticity test to know exactly what type of model we should use.

e In order to carry out the heteroskedasticity test we use the Breush-Pegan test. In this test if the F
calculated is greater than the F read, we reject the null hypothesis and the null hypothesis is stated
as follows: Hyo: Homoskedasticity

e Or if the P-value is less than the alpha chosen (P-value < a), we reject the null hypothesis.

In the present case, P-value = 0.0030 < o and, we therefore reject the null hypothesis of Homoskedasticity.
There is the problem of heteroskedasticity. There exists two methods of correction of the said problem.
Either we use the GLS (random effects model) or we use the OLS (fixe effects model) but we correct the
standard deviations through the method of Eicker-White which consists in adding the “’robust’” option when
carrying out the regression. This last method has as inconvenient the fact that it reduces the power of the
tests. Running this test we obtained the following result: Re=0.9984 and Fe =0.1975 being the reason while
we retained the fixed- effects model to analyze our work .
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Table 3: The 3rd model : oss = f(aloz, rcr, erfc, pta, Ir, at)

. Xtreg oss aolz rcr efrc pto 1r at, re

Random-effects GLS regression Number of obs = 147
Group variable: 1 Number of groups = 37
R-sq: within = 0.0485 Obs per group: min = 3

between = 0.2304 avg = 4.0

overall = 0.1083 max = 4
Random effects u_i ~ Gaussian wald chi2(6) = 14.90
corrCu_i, X) = 0 (assumed) Prob > chi2 = 0.0210

oss Coef. std. Err. z P>|z]| [95% Cconf. Interval]

aolz .007508 .0118478 0.63 0.526 -.0157134 .0307293

rcr .2196526 .0787014 2.79 0.005 .0654007 .3739044

efrc .006375 .0092357 0.69 0.490 -.0117268 .0244767

pto .2149532 .1335479 1.61 0.107 -.0467958 .4767022

Tr -.0022777 .00125 1.82 0.068 -.0047277 .0001723

at -.9396767 .3493881 2.69 0.007 -1.624465 -.2548885

_cons 75.35254 8.168781 9.22 0.000 59.34202 91.36305
sigma_u 12.840342
sigma_e 44 .068144

rho .07825539 (fraction of variance due to u_i)

Source: Computed by the author

In table 3, we are regressing the third financial indicator against the social indicator and the control variables
to see if there is any significant relationship between these two variable

we started by running the linear regression test were we came out with three tables that is the fixed effects,
the between regression and the random effect, but what is of most important here are the fixed effects and
the random effects, here we obtained the following values: Fe=0.2716 and Re=0.0210 but to know which
model we are to maintain, we need to do Hausman test in which If the P-value is greater than the alpha
chosen (P-value > a), we use the random effects model which is efficient if there is no correlation between
the errors terms and the explanatory variables. Consequently, if the P-value < a, we use the fixe effects
model.

In the present case, the P-value = 0.0360 less than 0.05 and 0.1. Therefore we are supposed to use the fixed
effects model, but this is just a partial conclusion for we need first of all to carry out the heteroskedasticity
test to know exactly what type of model we should use.

e In order to carry out the heteroskedasticity test we use the Breush-Pegan test. In this test if the F
calculated is greater than the F read, we reject the null hypothesis and the null hypothesis is stated
as follows: Hyo: Homoskedasticity

e Or if the P-value is less than the alpha chosen (P-value < a), we reject the null hypothesis.

In the present case, P-value = 0.0068 < a. and, we therefore reject the null hypothesis of Homoskedasticity.
There is the problem of heteroskedasticity. There exists two methods of correction of the said problem.
Either we use the GLS (random effects model) or we use the OLS (fixe effects model) but we correct the
standard deviations through the method of Eicker-White which consists in adding the “’robust’” option when
carrying out the regression. This last method has as inconvenient the fact that it reduces the power of the
tests. Running this test we obtained the following result: Re=0.0210 and Fe =0.2716 being the reason while
we retained the random- effects model to analyze our work .
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IV.1.2 Social Regression

Table 4: The 1% model: aolz = f(roa, roe, oss, pta, Ir, at)

. Xtreg aolz roa roe oss pto 1r at, fe vce(robust)

Fixed-effects (within) regression Number of obs = 148
Group variable: 1 Number of groups = 37
R-sq: within = 0.0130 Obs per group: min = 4
between = 0.0021 avg = 4.0
overall = 0.0032 max = 4
F(6,36> = 0.58

corrCu_i, Xb) = -0.1532 Prob > F = 0.7454

(std. Err. adjusted for 37 clusters 1in i)

Robust
aolz Coef. std. Err. t P>|t]| [95% conf. Intervall]
roa -1.551878 2.031845 -0.76 0.450 -5.672651 2.568895
roe -.0117122 .009547 -1.23 0.228 -.0310745 .00765
oss .9539161 .7827725 1.22 0.231 -.6336202 2.541452
pto -.4528641 .7693478 -0.59 0.560 -2.013174 1.107446
Tr .0013915 .0015139 0.92 0.364 -.001679 .0044619
at .3920248 2.013826 0.19 0.847 -3.692204 4.476254
_cons -24.70813 71.62688 -0.34 0.732 -169.9742 120.5579
sigma_u 168.18314
sigma_e 331.09889
rho .20509862 (fraction of variance due to u_i)

Source: Computed by the author

In table 4, we are regressing the first social indicator with the financial indicator together with the control
variables to find out any significant relationship exist between these variable. Here the fixed effect model
has been chosen following the procedure used above.

Table 5: The 2nd model: rcr = f(roa, roe, oss, pta, Ir, at)

. Xtreg rcr roa roe oss pto 1r at, re

Random-effects GLS regression Number of obs = 148

Group variable: i Number of groups = 37

R-sq: within = 0.1083 Obs per group: min = 4

between = 0.4236 avg = 4.0

overall = 0.2806 max = 4

Random effects u_i ~ Gaussian wald chi2(6) = 36.71

corr(u_i, X) = 0 (assumed) Prob > chi2 = 0.0000

rcr Coef. std. Err. z P>|z| [95% conf. Interval]

roa -.5709021 .2395095 -2.38 0.017 -1.040332 -.1014722

roe .0007794 .0079434 0.10 0.922 -.0147894 .0163482

0ss .3057526 .0949365 3.22 0.001 .1196805 .4918248

pto -.3488142 .1351693 -2.58 0.010 -.6137412 -.0838873

Tr .0008267 .0012016 0.69 0.491 -.0015283 .0031818

at 1.865016 .3642754 5.12  0.000 1.151049 2.578983

_cons -13.57504 11.76924 -1.15 0.249 -36.64232 9.492241
sigma_u 26.338527
sigma_e 41.425554

rho .28787433 (fraction of variance due to u_i)

Source: Computed by the author

In table 5, we are regressing the second social indicator with the financial variables and the control variables
to find out if there is any significant relationship between these two variables. the model maintained here has
followed the same procedure as those above.
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Table 6: The 3rd model: efrc = f(roa, roe, oss, pta, Ir, at)

. Xtreg efrc roa roe oss pto 1r at, fe vcedlrobust)

Fixed-effects (within) regression Number of obs = 147
Group variable: - Number of groups = 37
R—sq: within = 0.0143 Obs per group: min = 3
between = 0.1533 avg = 4.0
overall = 0.0048 max = 4
F(6,36)> = 1.38
corrCu_i, Xb) = —-0.3950 Prob > F = 0.2486
(std. Err. adjusted for 37 clusters in i)
Robust
efrc Coef. std. Err. t P> |t [95% conf. Interwvall]
roa 2.357781 1.922281 1.23 0.228 —-1.540785 6.256348
roe .0231117 -0164195 1.41 0.168 -.0101885 -056412
oss —1.106501 1.181245 -0.94 O0.355 —-3.502178 1.289175
pto -.0203459 2.520061 -0.01 0.994 -5.131267 5.090575
1r —.0004603 .0035822 -0.13 O0.898 - .0077253 0068047
at 2.207411 6.678171 O0.33 0.743 —-11.-.33655 15.75137
_cons 84 .60887 117 .5534 0.72 0.476 —-153.8005 323.0182
sigma_u 234 .13717
sigma_e 427 .95838
rho -23036744 (fraction of wvariance due to u_i)D

Source: Computed by the author

Here we are regressing the third social indicator with the financial indicators and the control variables to
find out if there is a significant relationship between these two variables .the model maintained here has
followed the same procedure as explain above

IV.2 INTERPRETATION OF RESULTS
In order to simplify our interpretation of result, we will summarize the findings on a tabular form.

Table 7: INTERPRETATION OF THE FINANCIAL PERFORMANCE REGRESSION

Independent Dependent variable
variables ROA ROE (ORN)
OALZ -0.00126 -0.1394°" 0.007508
(0.00206) (0.0083) (0.118474)
RCR -0.050035 0.01243 0.219653
(0.03659) (0.27795) (0.07870)
EFRC 0.01816 0.02453 0.00637
(0.00238) (0.04544) (0.009235)
PTO -0.01756 0.20145 0.21495
(0.6593) (0.9932) (0.13356)
LR -0.00078" -0.00011 -0.002777
(0.00004) (0.001125) (0.00125)
AT -0.02927 3.4536 -0.93968"
(0.232017) (4.8446) (0.349388)
R? 0.0390 0.0085 0.2304
Global P-Value 0.0000 0.1973 0.0210

Note:* Significant at 1%, ** significant at 5%, *** significant at 10%, () = standard deviation.

Before carrying out the analysis it is important of us to recall that the regression stresses on financial
performance to find out if social performance influences financial .The variable use here are: R? The global
value, the individual test, the coefficients and signs. Looking at table 7, the following analysis can be made;

In the first model where ROA stands as the dependent variable for financial performance, the global test
that is p-value =0.0000 shows that this model is statistically significant at 1% meaning that all the
independent variables are very important in the measure of the financial variable but this is just an partial
conclusion, we will need to look details to see which of these variable in the real sense has an influence on
the financial performance of the MFIs. In this model, R?=0.0390 meaning that in this model, 3.9% of the
dependent variable that is ROA is explained by changes in the independent variables meaning that there
exist a weak relationship between ROA and the independent variable but at this junction we do not know if
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we should accept H1 OR H2 or to reject H1 OR H2., in this like we will have to look at the coefficient of
and signs of the individual variables. Looking at the individual variables some of them influence it
positively (EFRC) and negatively (OALZ, RCR, PTA, LR, AT) but not all are significant, only one of the
variable (LR) is significant at 1%. This means that the liquidity ratio is an important measure in the
measurement of ROA and has a negative influence on ROA. Thus considering the liquidity ratio we are
going to accept H2 which says «There is trade-off between social performance and financial performance of
MFIs». and reject H1 «There is mutuality between social performance and financial performance of MFIs».
All the other variable do not influence the FP or MFIs thus are not important in the measurement of ROA or
MFIs affiliated to MC?,

In the second model where ROE stands as the dependent variable for the financial performance’. The
global test that is p-value =0.1973 which shows that this model is not statistically significant at 1%, 5%
and 10% meaning that all the independent variable are not very important in the measure of the financial
performance variable that is ROE but this is just a partial conclusion, we will need to look in details to see
which of these variable in the real sense has an influence on the financial performance of the MFIs. In this
model, R?=0.0085 meaning that in this model, only 0.85% of the dependent variable that is ROA is
explained by changes in the independent variables meaning that there exist a weak relationship between
ROA and the independent variable but at this junction we do not know if we should accept H1 OR H2 or to
reject HL OR H2., in this like we will have to look at the coefficient of and signs of the individual variables.
Looking at the independent variables some of the influence it positively (RCR,EFRC,PTA, AT) and
negatively(OALZ, LR) but not all are significant, only one of the variable (AOLZ) is significant at 10%.
This means that the average outstanding loan size is a very important measure in the measurement of ROE
and have a negative influence on ROE, thus considering the average loan size we are going to accept H2
which says “There is trade-off between Social Performance and Financial Performance of MFIs». and reject
which says «There is mutuality between Social Performance and Financial Performance of MFI». All the
other variable do not influence the FP or MFIs thus are not important in the measurement of ROE in MFIs
affiliated to MC?.

Looking the third model where OSS stands as the dependent variable for the financial performance, The
global test that is p-value =0.0210 which shows that this model is statistically significant 5% meaning that
all the independent variable are important in the measure of the financial performance variable that is OSS
but this is just a partial conclusion, we will need to look in details to see which of these variable in the real
sense has an influence on the financial performance of the MFIs. In this model, R?=0.2304 meaning that
23.04% of the dependent variable that is OSS is explained by changes in the independent variables showing
that there exist a low relationship between OSS and the independent variable but at this junction we do not
know if we should accept HL OR H2 or to reject HL OR H2., in this like we will have to look at the
coefficient of and signs of the individual variables. Looking at the individual variables some of the influence
it positively (OALZ, RCR,EFRC,PTA) and negatively(LR and AT) but not all are significant, out of those
which influence it positively, we see that, risk recovery ratio is significant at 1%. This means that the risk
coverage ratio is a very important measure in the measurement of OSS and have a positive influence on
0SS, thus considering RCR we are going to accept H1 which says «There is mutuality between Social
Performance and Financial Performance of MFIs». considering LR and AT , we find out liquidity ratio has
a positive relationship with operating self sufficiency at 10% and asset tangibility at 1%, so at this junction
we accept H2 which says that, an influence of social performance on financial performance implies
arbitrage. In MFls affiliated to MC?. All the other variables do not influence the FP of MFIs thus are not
important in the measurement of OSS.

Table 8: Interpretation Of The Social Performance Regression
Dependent variables
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Independent AOLZ RCR EFRC

variables

ROA -1.55188 -0.570902"" 2.357781
(2.03185) (0.2395095) (1.922281)

ROE -0.117122 0.0007794 0.23111
(0.009547) (0.0079434) (0.016429)
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0SS -0.452864 0.3057526" -1.1065
(0.76935) (0.094936) (1.18124)
PTO -0.452864 -0.348814" -0.020346
(0.76935) (0.1351693) (2.52006)
LR 0.0013915 0.0008267 -0.00046
(0.001514) (0.0012016) (2.52006)
AT 0.392024 1.865016" 2.207411
(2.01383) (0.364275) (6.678171)
R? 0.0130 0.4236 0.0143
Global P-Value 0.7454 0.0000 0.2486

Note: * Significant at 1%, ** significant at 5%, *** significant at 10%, ( ) = standard deviation.
Looking at table 7, the following analysis can be made;

In the first model of this regression where AOLZ stands as the dependent variable for the social
performance, The global test that is p-value =0.7454 which shows that this model is not statistically
significant at 1%, 5% and 10% meaning that all the independent variable are not very important in the
measure of the social performance variable that is AOLZ but this is just a partial conclusion, we will need to
look in details to see which of these variable in the real sense has an influence on the social performance of
the MFIs affiliated to MC? In this model, R?=0.0130 meaning that in this model, only 0.01% of the
dependent variable that is AOLZ is explained by changes in the independent variables meaning that there
exist a very weak relationship between AOLZ and the independent variable but at this junction we do not
know if we should accept H1 OR H2 or to reject H1 OR H2., in this like we will have to look at the
coefficient of and signs of the individual variables. Looking at the independent variables some of them
influence it positively (LR AT) and negatively (ROA, ROE,OSS,PTA) but NONE of these variables are
significant at 1% , 5% or 10%. Thus we conclude that there is no link within AOLZ and the financial
performance of MFIs affiliated to MC?2. Thus we reject both H3 and H4.

In the second model of this regression where RCR stands as the dependent variable for the social
performance, The global test that is p-value =0.000 which shows that this model is statistically significant
at 1% meaning that all the independent variable are very important in the measure of the social performance
variable that is RCR but this is just a partial conclusion, we will need to look in details to see which of these
variable in the real sense has an influence on the social performance of the MFls affiliated to MC?* In this
model, R?=0.0.4236 meaning that in this model, 42.36% of the dependent variable that is RCR is explained
by changes in the independent variables meaning that there exist a relationship between RCR and the
independent variable but at this junction we do not know if we should accept H3 OR H4 or to reject H3 OR
H4., in this like we will have to look at the coefficient of and signs of the individual variables. Looking at
the independent variables some of them influence it positively (ROE,OSS, LR, AT) and negatively (ROA,
PTA) but for the positive influence, ROE, OSS and AT are significant at 1% and at this point we accept H3
which says H3: «good financial performance enables the firm to allocate some margin to social issues» and
looking at the negative variable, all of them are significant with ROA at 5% and PTO at 1%, we could say
that with these variables we accept H4: «financially powerful companies are the worse in terms of SP
because of their leaders' greed, who do not share the margin» for those MFlIs affiliated to MC?,

In the third model of this regression where EFRC stands as the dependent variable for the social
performance. The global test that is p-value =0.2486 which shows that this model is not statistically
significant at 1%, 5% and 10% meaning that all the independent variable are not very important in the
measure of the social performance variable that is EFRC but this is just a partial conclusion, we will need to
look in details to see which of these variable in the real sense has an influence on the social performance of
the MFIs affiliated to MC? In this model, R?=0.0143 meaning that in this model, only 1.43% of the
dependent variable that is EFRC is explained by changes in the independent variables meaning that there
exist a very weak relationship between EFRC and the independent variable but at this junction we do not
know if we should accept H1 OR H2 or to reject HL OR H2., in this like we will have to look at the
coefficient of and signs of the individual variables. Looking at the independent variables some of them
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influence it positively (ROA, ROE, AT) and negatively (OSS, PTA, LR) but NONE of these variables are
significant at 1% , 5% or 10%. Thus we conclude that there is no link within EFRC and the financial
performance of MFls affiliated to MC?. Thus we reject both H3 and H4.

V.Conclusion, Limitations And Recommendations

V1.1- Conclusion

This research aims to find empirical evidence on a trade-off or mutuality between the two types of
performance namely social and financial performance. Indeed, the problem indicates: Is there a trade-off
between social and financial performance of MFIs? Or there is mutuality between SP and FP of MFIs? On
the Financial Performance Regression, we used 3 main dependent variables ( return on Asset, Return on
Equity and operating self-sufficiency). When using return on Asset (ROA) and return on equity(ROE) as the
dependent variable, we realize that there is a trade-off between SP and FP of MFIs affiliated to MC? but on
the other hand when using operating self-sufficiency (OSS) it was realized that there is mutuality between
Social Performance and Financial Performance of MFIs affiliated to MC? On the Social Performance
Regression We used three main dependent variables (Average Outstanding Loan Size (AOLZ), Risk
Coverage Ratio and Engagement In Favour Of Related Commitment (EFRC)). In the first regression model
when using Average Outstanding Loan Size, it was noticed that there is no link within AOLZ and the
financial performance of MFIs affiliated to MC?. In the second regression model when using Risk Coverage
Ratio as dependent variable and ROE,OSS, Liquidity Ratio, Asset Tangibility as the independent variables ,
it was concluded that good financial performance enables the firm to allocate some margin to social issues
however, when using ROA and Portfolio To Asset as independent variables, it was concluded that
financially powerful companies are the worse in terms of SP because of their leaders' greed, who do not
share the margin» for those MFIs affiliated to MC?. In third model of this regression where EFRC stands as
the dependent variable for the social performance, it was concluded that there is no link within EFRC and
the financial performance of MFIs affiliated to MC?.

V.2 Limitations

The occurrence of mission drift involves both the financial and social performance of MFIs. Consequently,
this research required a comprehensive analysis of the performance of MFIs. Choices have been made,
leading to limitations and recommendations.

First of all, we have faced several problems at the level of data collection. Indeed social and financial data
concerning Cameroon ‘s microfinance institution are very limited. However the existing data are difficult to
access and sometimes there are not available and classified as confidential especially those affiliated to MC?
.In addition, the lack of data over several periods, making it impossible timing analysis that would allow us
to better appreciate the impact of financial performance on the degree of social significance and vice versa.

Regarding the analysis method we used, we could also assess the financial performance of MFIs using DEA
(Data Enveloping Analysis) as suggested by D'ARCIMOLES and TREBUCQ at the end of their article.
Moreover Cull, Kunt and Morduch (2007) in their analysis of the trade-off between profitability and serving
the poorest, their disaggregated variables depending on the type of loan used (lending type), that is
according to whether individual loans and group loans. It would be interesting to add this variable, but we do
not have the necessary data. Another control variable that was also very relevant is the interest rate on loans.

It was also noticed that Cameroonian MFIs do not use the research and development variable as observed in
other countries. The lack of this variable also reduces the efficiency of assessment to enable a better analysis
and understanding the depth of outreach of the poorest population, also called the social performance
indicator. Sometimes, we face another problem which is non-availability of the information in micro
finance‘s websites and even on the National Institute of Statistics website, Ministry of Finance, Ministry of
Economics and other financial related institutions such as banks and libraries.

V.3 Policy Recommendations

We suggest the implementation of a national regulation framework taking into account national and local
realities by all microfinance stakeholders. The fact that it is designed at regional level does not account for
the national and local environments especially for the rural institutions.
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Also, it is recommended that Government, together with other microfinance stakeholders should create a
rating agency in order to evaluate and publish the performance of MFIs so that problems will be detected at
early stage and tackled in order to avoid crisis in the sector

And finally to the management board of MFIs located in Cameroon, they should adopt good governance
practices that will help them govern these organizations well if they have to attain both social performance
and Financial Performance.
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